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(b) Certain uses not treated as income to 
a candidate. Except as otherwise pro-
vided in paragraph (a) of this section, if 
a political organization: 

(1) Contributes any amount to or for 
the use of any political organization 
described in section 527(e)(1) or news-
letter fund described in section 527(g), 

(2) Contributes any amount to or for 
the use of any organization described 
in paragraph (1) and (2) of section 509(a) 
which is exempt from taxation under 
section 501(a), or 

(3) Deposits any amount in the gen-
eral fund of the U.S. Treasury or in the 
general fund of any State or local gov-
ernment, 

such amount shall not be treated as an 
amount expended for the personal use 
of a candidate or other person. No de-
duction shall be allowed under the In-
ternal Revenue Code of 1954 for the 
contribution or deposit described in the 
preceding sentence. 

(c) Excess funds—(1) General rule. Gen-
erally, funds controlled by a political 
organization or other person after a 
campaign or election are excess funds 
and are treated as expended for the per-
sonal use of the person having control 
over the ultimate use of such funds. 
However, such funds will not be treated 
as excess funds to the extent they are: 

(i) Transferred within a reasonable 
period of time by the person control-
ling the funds in accordance with para-
graph (b) of this section, or 

(ii) Held in reasonable anticipation of 
being used by the political organiza-
tion for future exempt functions. 

(2) Excess funds transferred at death. 
Where excess funds are held by an indi-
vidual who dies, and these funds go to 
the individual’s estate or any other 
person (other than an organization or 
fund described in paragraph (b) of this 
section), the funds are income of the 
decedent and will be included in the de-
cedent’s gross estate unless the estate 
or other person receiving such funds 
transfers the funds within a reasonable 
period of time in accordance with para-
graph (b) of this section. 

This paragraph (c)(2) will not apply 
where the individual who dies provides 
that the funds be transferred to an or-

ganization or fund described in para-
graph (b) of this section. 

[T.D. 7744, 45 FR 85733, Dec. 30, 1980]

§ 1.527–6 Inclusion of certain amounts 
in the gross income of an exempt 
organization which is not a political 
organization. 

(a) Exempt organizations—General rule. 
If an organization described in section 
501(c) which is exempt from tax under 
section 501(a) expends any amount for 
an exempt function, it may be subject 
to tax. There is included in the gross 
income of such organization for the 
taxable year an amount equal to the 
lesser of: 

(1) The net investment income of 
such organization for the taxable year, 
or 

(2) The aggregate amount expended 
during the taxable year for an exempt 
function. 

The amount included will be treated as 
political organization taxable income. 

(b) Exempt function expenditures—(1) 
Directly related expenses. (i) Except as 
provided in this section, the term ex-
empt function will generally have the 
same meaning it has in § 1.527–2(c). 
Thus, expenditures which are directly 
related to the selection process as de-
fined in § 1.527–2(c)(1) are expenditures 
for an exempt function. Expenditures 
for indirect expenses as defined in 
§ 1.527–2(c)(2), when made by a section 
501(c) organization are for an exempt 
function only to the extent provided in 
paragraph (b)(2) of this section. Ex-
penditures of a section 501 (c) organiza-
tion which are otherwise allowable 
under the Federal Election Campaign 
Act or similar State statute are for an 
exempt function only to the extent 
provided in paragraph (b)(3) of this sec-
tion. 

(ii) An expenditure may be made for 
an exempt function directly or through 
another organization. A section 501(c) 
organization will not be absolutely lia-
ble under section 527(f)(1) for amounts 
transferred to an individual or organi-
zation. A section 501(c) organization is, 
however, required to take reasonable 
steps to ensure that the transferee does 
not use such amounts for an exempt 
function. 

(2) Indirect expenses. [Reserved] 
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(3) Expenditures allowed by Federal 
Election Campaign Act. [Reserved] 

(4) Appointments or confirmations. 
Where an organization described in 
paragraph (a) of this section appears 
before any legislative body in response 
to a written request by such body for 
the purpose of influencing the appoint-
ment or confirmation of an individual 
to a public office, any expenditure di-
rectly related to such appearance is 
not treated as an expenditure for an ex-
empt function. 

(5) Nonpartisan activity. Expenditures 
for nonpartisan activities by an organi-
zation to which paragraph (a) of this 
section applies are not expenditures for 
an exempt function. Nonpartisan ac-
tivities include voter registration and 
get-out-the-vote campaigns. To be non-
partisan voter registration and get-out-
the-vote campaigns must not be specifi-
cally identified by the organization 
with any candidate or political party. 

(c) Character of items included in gross 
income—(1) General rule. The items of 

income included in the gross income of 
an organization under paragraph (a) of 
this section retain their character as 
ordinary income or capital gain. 

(2) Special rule in determining character 
of item. If the amount included in gross 
income is determined under paragraph 
(a)(2)(ii) of this section, the character 
of the items of income is determined 
by multiplying the total amount in-
cluded in gross income under such 
paragraph by a fraction, the numerator 
of which is the portion of the organiza-
tion’s net investment income that is 
gain from the sale or exchange of a 
capital asset, and the denominator of 
which is the organization’s net invest-
ment income. For example, if $5,000 is 
included in the gross income of an or-
ganization under paragraph (a)(2) of 
this section, and the organization had 
$100,000 of net investment income of 
which $10,000 is long term capital gain, 
then $500 would be treated as long term 
capital gain:

Capital gain

net investment income
Amount ended

on an exempt function

Portion of income
subject to tax under

tion
SS× =

× =

exp

sec

$10,

$100,
$5, $500

1201

000

000
000

(d) Modifications. The modifications 
described in section 527(c)(2) apply in 
computing the tax under paragraph 
(a)(2) of this section. Thus, no net oper-
ating loss is allowed under section 172 
nor is any deduction allowed under 
part VIII of subchapter B. However, 
there is allowed a specific deduction of 
$100. 

(e) Transfer not treated as exempt func-
tion expenditures. Provided the provi-
sions of this paragraph (e) are met, a 
transfer of political contributions or 
dues collected by a section 501(c) orga-
nization to a separate segregated fund 
as defined in paragraph (f) of this sec-
tion is not treated as an expenditure 
for an exempt function (within the 
meaning of § 1.527–2(c)). Such transfers 
must be made promptly after the re-
ceipt of such amounts by the section 

501(c) organization, and must be made 
directly to the separate segregated 
fund. A transfer is considered promptly 
and directly made if: 

(1) The procedures followed by the 
section 501(c) organization satisfy the 
requirements of applicable Federal or 
State campaign law and regulations; 

(2) The section 501(c) organization 
maintains adequate records to dem-
onstrate that amounts transferred in 
fact consist of political contributions 
or dues, rather than investment in-
come; and 

(3) The political contributions or 
dues transferred were not used to earn 
investment income for the section 
501(c) organization. 

(f) Separate segregated fund. An orga-
nization or fund described in section 
527(f)(3) is a separate segregated fund. 
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To avoid the application of paragraph 
(a) of this section, an organization de-
scribed in section 501(c) that is exempt 
from taxation under section 501(a) 
may, if it is consistent with its exempt 
status, establish and maintain such a 
separate segregated fund to receive 
contributions and make expenditures 
in a political campaign. If such a fund 
meets the requirements of § 1.527–2(a) 
(relating to the definition of a political 
organization), it shall be treated as a 
political organization subject to the 
provisions of section 527. A segregated 
fund established under the Federal 
Election Campaign Act will continue 
to be treated as a segregated fund when 
it engages in exempt function activi-
ties as defined in § 1.527–2(c), relating to 
State campaigns. 

(g) Effect of expenditures on exempt sta-
tus. Section 527(f) and this section do 
not sanction the intervention in any 
political campaign by an organization 
described in section 501(c) if such activ-
ity is inconsistent with its exempt sta-
tus under section 501(c). For example, 
an organization described in section 
501(c)(3) is precluded from engaging in 
any political campaign activities. The 
fact that section 527 imposes a tax on 
the exempt function (as defined in 
§ 1.527–2(c)) expenditures of section 
501(c) organizations and permits such 
organizations to establish separate seg-
regated funds to engage in campaign 
activities does not sanction the partici-
pation in these activities by section 
501(c)(3) organizations. 

[T.D. 7744, 45 FR 85734, Dec. 30, 1980]

§ 1.527–7 Newsletter funds. 
(a) In general. For purposes of this 

section, a fund established and main-
tained by an individual who holds, has 
been elected to, or is a candidate (with-
in the meaning of section 41(c)(2)) for 
nomination or election to, any Federal, 
State, or local elective public office for 
the use by such individual exclusively 
for an exempt function, as defined in 
paragraph (c) of this section, shall be a 
newsletter fund. If assets of a news-
letter fund are used for any purpose 
other than the exempt function of the 
newsletter fund as defined in paragraph 
(c) of this section, such amount shall 
be treated as expended for the personal 
use of the individual who established 

and maintained such fund. In addition, 
future contributions to such fund are 
treated as income to the individual 
who established and maintained the 
fund. In such a case, the facts and cir-
cumstances may indicate that the fund 
was never established and maintained 
exclusively for an exempt function as 
defined in paragraph (c) of this section. 

(b) Determination of taxable income. A 
newsletter fund shall be treated as if it 
were a political organization for pur-
poses of determining its taxable in-
come. However, the specific $100 deduc-
tion provided by section 527(c)(2)(A) 
shall not be allowed. 

(c) Exempt function. For purposes of 
this section, the exempt function of a 
newsletter fund consists solely of the 
preparation and circulation of the 
newsletter. Among the expenditures 
treated as preparation and circulation 
expenditures of the newsletter are: 

(1) Secretarial services, 
(2) Printing, 
(3) Addressing, and 
(4) Mailing. 
(d) Nonexempt function purposes. 

Newsletter fund assets may not be used 
for campaign activities. Therefore, an 
exempt function of a newsletter fund 
does not include: 

(1) Expenditures for an exempt func-
tion as defined in § 1.527–2(c) or 

(2) Transfers of unexpended amounts 
to a political organization described in 
section 527(e)(1). 

(e) Excess funds. Excess funds held by 
a newsletter fund which has ceased to 
engage in the preparation and circula-
tion of the newsletter are treated as 
expended for the personal use of the in-
dividual who established and main-
tained such fund. However, to the ex-
tent such excess funds are within a rea-
sonable period of time: 

(1) Contributed to or for the use of 
any organization described in para-
graph (1) or (2) of section 509(a) which 
is exempt from taxation under section 
501(a), 

(2) Deposited in the general fund of 
the U.S. Treasury or in the general 
fund of any State or local government 
(including the District of Columbia), or 

(3) Contributed to any other news-
letter fund as described in paragraph 
(a) of this section, 
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